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(Issued December 20, 2001)

On duly 12, 2001, the Commission issued an order in the above-captioned dockets addressing
acompliancefiling by the Alliance Companies regarding their proposad regiond trangmisson
organization (Alliance RTO). In this order we dismiss requests for rehearing and direct Alliance
Companiesto explore membership in the Midwest Independent System Operator (Midwest 1S0). In
our view, this gpproach offers the best opportunity for fosering RTO devdopment in away thet will
provide a seamless and robust market for millions of consumersin the Midwest.

|. Introduction

Today the Commisson is acting on five interrdated orders intended to move the process
forward in esablishing an optimally 9zed regiond tranamisson organization (RTO) in the Midwest and
to support the establishment of viable, for-profit tranamisson companies thet operate under an RTO
umbrdlaand may, depending on their leve of indgpendence from market participants, perform certain
of the RTO functions contained in the Commission's Order No. 2000} In teking today's actions, we
have mede findings asto the RTO gructure that we condude best serves the public interest in the
Midwest. Our decisonsin these five orders recognize the redlities and needs of the Midwestern
wholesde dectricity market and take into account the views of the Midwestern State commissons.
However, our actions should not be congtrued to prgjudge other types of RTOsin other parts of the
country, induding asructure in which afor-profit transmisson company could be an umbrdlaRTO.

For two years now, Snce the issuance of Order No. 2000, dectric indudry participantsin the
Midwes, State commissons, and this Commisson have sruggled with an aray of different proposds
and issues and how best to achieve a seamless wholesdle power market in the Midwest. While both
Midwest |SO and Alliance Companies have spent consderable money and resources in developing
and atempting to recondle tharr competing proposals, the Commisson isat a point where we must
meke some difficult decisions with repect to the competing proposds. Based on the record before us,
and taking into account the views of the mgority of the Midwestern State commissons, we conclude
thet Midwest 1SO's proposal mogt fully complies with the vison and requirements of Order No. 2000,
in particular the requirement that an RTO be of sufficent scope, and thet the Midwest 1O therefore
should sarve as the foundation upon which aMidwest RTO should be built. Inthisregard, we are
confident thet the Alliance Companies desre to be a viable tranamisson busness can be
accommodated under the Midwest ISO umbrdla

'Regiond Tranamission Organizations, Order No. 2000, 65 Fed. Reg. 809 (January 6, 2000),
FERC Stats. & Regs. 131,089 (1999) (Order No. 2000), order on reh'g, Order No. 2000-A, 65
Fed. Reg. 12,088 (March 8, 2000), FERC Stats. & Regs. 131,092 (2000) (Order No. 2000-A),
af'd, Public Utility Didrict No. 1 of Snohomish County, Washington v. FERC, Nos 00-1174, et d.
(D.C. Cir. Dec. 11, 2001).
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In today'sfive orders, we take the following spedific Seps
(1) approve the Midwest ISO asan RTO (Docket No. RT01-87-000 & d.);

(2) approve Internationd Trangmisson Company's (Internationd Trangmisson) request to trandfer
operationd contral of its trangmission fadilities to Midwest 1S0; and acoept an agreement between
Internationa Transmisson and Midwest 1SO which would alow Internationd Trangmissonto bean
independent trangmission company that would share certain RTO functions with the Midwest ISO
(Docket No. ER01-3000-000 et d.); ad

(3) prdiminarily gpprovethe digpostion of Internationa Trangmisson's trangmisson fadlitiesto an
uneffiliated entity with no ownership interest in amarket participant, thus fadlitating a gand-done
tranamission company under the Midwest SO umbrdla (Docket No. EC01-137-000);

(4) condude that Alliance Companies, which filed for goprovd asasgparate RTO, lacks sufficent
soopeto exig asasand-done RTO; but direct Alliance Companiesto explore how ther busness plan
(induding the proposd for Nationd Grid to become the managing member of Alliance) can be
accommodated within the Midwest ISO (Docket No. RT01-88-000 &t d.); and

(5) grant in part and defer in part Nationd Grid's request for adedaratory order thet it is not amarket
participant and dismiss Alliance Companies business plan (Docket No. EL01-80-001 et dl.).

We now turn to the pedific actions taken in the above captioned dockets.

Il. Background

The Commission has addressed the Alliance RTO in aseries of orders;? and on Jenuary 24,
2001, ultimately found that Alliance Companies proposd to creete afor- profit trangmisson company
or transco bagcdly met the four characteristics and most of the functions discussed in Order No. 2000,

2See, eq., Alliance Companies, & d., 89 FERC 161,298 (1999) (Alliance | Order), order on
rehearing and compliance, 91 FERC /61,152 (2000) (Alliance 1l Order).
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but directed further modifications® Concurrently with the Alliance 1V Order, the Commission issued an
order on the Settlement among the Midwest SO, Alliance Companies, and others which wasto
provide for, among other things, an Inter-RTO Cooperation Agreement (IRCA) that would develop a
seamless market in the region covered by the Alliance RTO and the Midwest 1S0.4

On duly 12, 2001, the Commisson condiitiondly gpproved Alliance Companies RTOfiling
submitted in compliance with Order No. 2000, subject to certain conditions® Among ather things, the
Commission was concarned that business decisons prior to implementation of an Alliance RTO were
not baing made independently, but by Alliance Companies Therefore, it directed Alliance Companies
to decide which of the dternative business plans propasad they intended to implement, within 45 days
of the date of the order, and it further directed that from the date of the order an independent board be
etablished to make dl busness decisonsfor the RTO condgent with the Commission's directivesin
GridHoridaLLC, et d., 94 FERC 161,363 at 62,325 (2001) (GridHorida). It dso noted, thet until
find R;I'O approva was granted, a sakeholder advisory committee should advise the independent
board.

With respect to the scope and configuration of Alliance RTO, the Commisson'sindication thet
Alliance Companies sttisfied those reguirements for scope and configuration under Order No. 2000
was basad on the reasons previoudy dated in the Alliance 111 Order, and the fact thet the Alliance RTO
grew both physcaly (with the addition of new members, aswel asthe departing Midwest 1SO
members) and contractudly (with the execution of the IRCA with the Midwest 1SO). Fndly, it
reminded Alliance Compeanies of ther continuing commitment to explore ways to expand their IRCA
with neighboring RTOs’

The Commisson rateraed that dthough Alliance Companies congestion manegement plan was
an effective protocal for managing congestion and was conggtent with the requirements of Order No.
2000 for so-cdled Day One operations, ther long-term congestion management proposd was il a
work inprogress. Therefore, the Commisson did nat have enough informetion to rule on the proposa
then, but would address Alliance Companies congestion management plan when the completed
proposal was filed under section 205 of the Federd Power Act (FPA), 16 U.S.C. § 824d (1994).

3See Alliance Companies, g d., 94 FERC 161,070 a 61,622 (Alliance |11 Order), order
denying reh'g and providing darification 95 FERC 61,182 (2001) (Alliance IV Order).

“See llinois Power Company, et dl., 95 FERC 1 61,183 (2001).

°See Alliance Companies, & d., 96 FERC 161,052 (2001) (Alliance V' Ordex).
S1d. at 61,134-35.

"1d. & 61,135.
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However, it encouraged Alliance Companiesto resolve issues raised by protestorsin thar customer
advisory process, and should subgtantid issues remain it would inditute procedures to resolve such
differences The Commisson aso found that the Virginia State Corporation Commisson's (Virginia
Commission) competitive concerns regarding the pricing of mandatory incrementd and decrementd
bids from generators for Day One operations was unsupported Snce Alliance Companies proposal
cdled for compensation to be at the gpplicable bid prices, which were capped a the party’s authorized
charges if subject to regulaory goprovd. Therefore, the Commisson found thet there were no
oompetit;ve concerns because bids from jurisdictiond entities must be based on Commisson-gpproved
charges

Fndly, the Commisson found thet Alliance Companies proposed Planning Pratocol was not a
product of the Settlement, but instead was limited to establishing a planning protocol within the Alliance
RTO individudly. The Commisson dated that to the extent jaint planning with the Midwest ISO
e‘fectgthe Planning Protocal, Alliance Companies should amend it accordingly under section 205 of the
FPA.

I1l. Requestsfor Rehearing

Various requests for rehearing and/or darification, as noted below, werefiled, which raised
issuesin five primary categories (1) independence; (2) scope and configuration; (3) planning; (4)
congestion management; and (5) stakeholder concarns. A request was dso mede for the Commission
to convene a mediaion-type proceeding between Alliance Companies and the Midwest 1SO for the
purpose of atempting to resolve seamsissues and to explore the devel opment of asingle Midwest
ISO. The specific issuesraised by petitioners are discussed separatdy below.

On Augud 8, 2001, the Virginia Commission, llinois Commerce Commission, Indiana Utility
Regulatory Commisson, Michigan Public Sarvice Commisson, and West Virginia Public Service
Commisson (Joint Commissons) filed amation for darification and request for expedited action, or, in
the dternative request for rehearing. On Augudt 10, 2001, Alliance Companiesfiled arequest for
daification and rehearing. On Augugt 13, 2001, the Assodiaion of Businesses Advocating Taiff
Equity, the Codlition of Midwest Trangmisson Cugtomers, Indiana Office of Utility Consumer
Counsdor, Missouri Office of the Public Counsd, the Ohio Consumers Counsdl, and Public Interest
Organizations (cdllectively, Midwes Intervenors) and the lllinois Commerce Commission, the Michigen
Public Sarvice Commisson, the Indiana Utility Regulatory Commission, the Pennsylvania Public Utility
Commisson, and the Public Utilities Commisson of Ohio (Midwest Commissons) filed arequest for

8d. at 61,138-39.

91d. at 61,144.
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rehearing. On Augugt 17, 2001, the Public Utilities Commisson of Ohio (Ohio Commisson) filed an
answer to the Joint Commissons moation for darification and/or request for rehearing. On August 27,
2001, Duke Energy North America, LLC (Duke) filed an answver and protest to Alliance Companies
request for darification and rehearing. Findly, on September 12, 2001, Alliance Compeniesfiled a
moation for leave to answer and answer to the requests for renearings and darifications

V. Subssquent RTO-Rdated Actions

Subssguent to thefiling of the rehearing requestsin this and other pending RTO-rdated
dockets, the Commission has undertaken an across-the-board assessment of RTO development, of the
datus of numerous ongoing procesdings invalving RTO proposds, and of the ongoing changesin the
eectricity marketplace ance the issuance of Order No. 2000. Severd procedura steps provided
additiond information to as3s usin moving forward with the development of RTOs that will meet the
basc gods of the Federd Power Act. Al of these recent activities, which are outlined below, have
helped inform usin our resolution of the rehearing requests in these dockets

Hrd, during the week of October 15 through 19, 2001, the Commisson hed apublic
conference on various topicsinvolving RTOs and the need for dear, gopropriately standardized
tranamisson tariffs and market rules. In addition, at the October 24, 2001 Commission mesting, we
congdered gatus reports on RTO effortsin various regions of the country, induding the Midwest. On
November 7, 2001, we issued an order which provided generic guidance on the continued processng
of RTO filings and, which, among other things, Stated that we intended to issue future orders addressing
the pending filings and providing specific guidance and time lines to continue progress within the various
RTO regions’® On November 9, 2001, weissued an order which recognized that we must work
dosdy with sate commissonsto creste a seamless nationd wholesdle dectricity market and which
dated our intent to create Sate-federd regiond RTO pandsto discussissuesrdated to RTO satusand

development. 1

With respect to the Midwest spedificaly, on November 9, 2001, the Commission sant aletter
to dl Midwes gate utility commissioners asking them to respond to pedific questionsinvolving RTO
development in the Midwest. In addition, on November 27, 2001, two of the Commissoners and
Commisson g&ff participated in an onthe-record Sate-federd RTO pand discusson on RTO issues
with Midwest gate utility commissoners. A transtript of the pand discusson was placed in the record
in the above dockets

V. Midwes State Commissons Responsss

19H ectricity Market Design and Structure, 97 FERC 1 61,146 (2001).
Ugtate Federd Regiond RTO Pandls, et dl., 97 FERC 161,182 (2001).
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On November 30, 2001 and December 3, 2001, various date utility commissonsfiled
responses to our letter dated November 9, 2001, concerning RTO formation in the Midwest to date '
Bdow we will describe the comments recaived as they rdaeto RTO dructurein the Midwest and as
to whether RTO devel opment (including implementation of the IRCA) has been sstisactory to dete
Comments regarding other areas uch asthe possible sharing of functionswithin ahybrid RTO will be
addressed in other, more appropriate dockets.

Joint Commissons were unanimousin tharr support for asngle RTO to adminigter the
tranamisson syseminthe Midwes. Joint Commissonsarguetha multiple RTOs managed through
seams agreaments "[has not worked and will not work” in the Midwest. 23 With regard to the matters
before us, Joint Commissons argue tht little progress has been made to date on implementing the
IRCA agreement between the Midwest 1SO and Alliance Companies, and thet only the Midwest ISO
hes the infragtructure in place necessary to assume control over transmission fadilities* Moreover,
Joint Commissons contend that the lack of independence in the Alliance Companies proposd aswell
as the pending merger between the Southwest Power Pool and Midwest ISO have further complicated
implementation of the IRCA.*® Joint Commissions also caution thet, while Appendix | of the Micwest
ISO agreament may provide aussful framework to begin to andyze how functions could be shared
under ahybrid RTO, such an gpproach should be evauated on a case-by-case basisrather thanina
generic determingtion. 1©

12The sate public utility commissions of Michigan, North Dakota, lowa, Arkansss,
Pennsylvania, Virginia, Wisconan, Oklahomaand Kentucky (Joint Commissons) filed ajoint regponse
Supplementd responses were dso individudly filed by the Michigan Commisson, the North Dakota
Commission, the Oklahoma Corporation Commission and the Wisconsn Commission. Individud
responses were filed by the Missouri Commisson, the West Virginia Commisson, the Arkansas
Commisson, the Indiana Regulatory Commission (Indiana Commisson), the Public Utility Commisson
of Ohio (Ohio Commisson), the Tennessee Regulatory Autharity (TRA), the Kansas Corporation
Commisson (Kansas Commission), the South Dakata Public Utility Commission, the Nebraska Power
Review Board (Nebraska Board), and the Virginia Commisson. The lllinois Commerce Commisson
(Minois Commission) filed two responses reflecting differing views. On December 12, 2001, Nationd
Grid filed aresponse to the filings of the Sate public utility commissons.

13 Joint Commissons a 2.

16]d, at 10; see dso, Missouri Commission & 6-7.
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Joint Commissons condude by detailing three areas of importance regarding Midwest RTO
devdopment. FHrd, they argue that the Commisson can advance Midwest RTO development by
providing prompt guidance. Second, Joint Commissonsindicate that the Commisson should direct its
resources to regions like the Midwest where thereis a*'[b]road regiond consensus among dae
regulators to move forward with asngle RTO!’ Laglly, they argue thet thereis aneed for an
advisory dructure to provide stete regulators a permanent place, separate from other sakeholders,
from which to oversee RTO deveopmertt.

In their supplementd comments, the Michigan Commisson argues thet careful attention needs
to be paid to the fact thet Internationd Transmisson hasfiled to leave Alliance Companies and join the
Midwest ISO. According to the Michigan Commisson, this creates serious operaiond and rdidbility
concermns which render "[dln dready problematic IRCA whoally untenable to Michigan 8

The Indiana Commission dates that it cannot participate due to a pending case beforeit.
Likewise, the Missouri Commission dates that, due to apending case, it cannot expressits view on the
number and boundaries of RTOsin the Midwest but notes that over the past severd years it "[hles
worked toward promoting asingle RTO environment in the Midwest. *°

The West Virginia Commisson agress with the Joint Commissonsthat a seamless Midwest
region "[Jan be efficiently achieved through asingle RTO.?° However, while the West Virginia
Commisson agrees that there has been little progress to date in implementing the IRCA,, it believesthat
with, among ather things, guidance from the Commission it could possibly work 2

The Nebraska Board, TRA, the Kansas Commission and the Illinois Commission response
from Commissioners Harvill and Sauires dl support the call for asngle RTO in the Midwest?? The
lllinois Commission response from Commissioners Hurley and Kretschmer indicates that multiple RTOs
could be supported in the Midwes "[p]rovided thet there are seams agreementsin place to ensure the

d, a 14.

BMichigen Commission & 2.
¥Missouri Commission at 1-2.
2O\West VirginiaCommisson & 3,
2y

2NebraskaBoard & 2; TRA a 2 Kansas Commission a 1 llinois Commission
(Commissonars Harvill and Squires) a 2.
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smooth operation of the market.'®> Findlly, the Ohio Commission sates thet, whileit desiresto
accommodete different RTO business moddsin the Midwes, "[geamlessnessin the Midwest is our
priority."?* The Ohio Commission bdievesthet the IRCA could provide a"mesningful” vehideto
accommodete different modds, but only after both congderable Commission direction and atention by
the parties®® For instance, the Ohio Commission argues that much work needsto be donein the area
of adopting competible sandards between the Midwest 1SO and Alliance Companies. Asasolution,
the Ohio Commisson recommends thet the Commisson require Alliance Companies to adopt the
Midwest |SO's existing systemsin order to ensure standardization.?

VI. Disusson

Although the Commisson's Rules of Practice and Procedure do not generdly permit answersto
requestsfor rehearing, see 18 CF.R. 88 385.213(8)(2), 713(d) (2001), given the peculiarly complex
neture and history of this procesding and because the answers have aded usin darifying certain issues,
we will take the atypicd step of acoepting Duke's and Alliance Companies ansversin thisingance

1. Scope and Configuration

Midwest Intervenors argue thet in the Alliance VV Order the Commission gpproved the scope
and configuration of the Alliance RTO by, in pat, ating to the IRCA. However, they maintain thet in
other parts of the order, the Commission recognized thet the IRCA was, a best, awork in progress,
and that the IRCA was only abagisfor the devd opment of aseamless market. Therefore, they ask that
the Commisson grant rehearing, or, & aminimum, darify its order o that it is dear that successul
implementation of the IRCA isa prerequiste to any finding of adequate scope and configuration. In
addition, Midwest Intervenors note that Alliance Companies and the Midwest 1SO have not resolved
operationd issuesto promote seamless operations and, therefore, request that the Commisson require
the Alliance RTO, PIM, and the Midwest 1SO to negotiate ssams agreements. They dso ask that the
Commisson grant rehearing and darify whether it intends to take meesures necessary to cresteasingle
RTO intheregion.

Smilaly, Midwest Commissons ask thet the Commisson grant rehearing of its decison thet
the Alliance RTO stisfies Order No. 2000's scope and configuration requirement. They assart thet the
Commission should condder Sattlement implementation as akey factor because the Commisson relied

23]1linois Commission (Commissioners Hurley and Kretschmer) at 2.
240hio Commisson a 1-2.
2|d, at 2-3

|,
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upon implementation of the IRCA in support of itsfinding that the Alliance RTO satisfies Order No.
2000's scope and configuration requirement. They note thet certain agpects of the Settlement and
IRCA have not been gopropriatdy implemented, and the absence of progressin implementation leads
the Midwest Commissionsto the condusion that ssamsissuesin the Midwest will not be adequatdy
mitigated in atimdy manner.

Midwest Commissions aso contend that the lack of cooperation between the Alliance RTO
and Midwest 1S0 with repect to the development of ared-time balancing market, along-term
congestion management protocol, and generator interconnection practices, among other things,
demondrates that the Midwest seams problems remain unresolved. As aremedy, Midwest
Commissons ask thet the Commisson initiate medigtion in the Midwest region to address Settlement
implementation problems. Midwest Commissons date that the Commisson could direct the partiesto
use the mediation process as aforum to address continued and expanded RTO deveopment in the
Midwes. They note that these discussons could indude the future potentid of asingle RTO that would
encompass the entire Midwed.

Inthar answer, Alliance Companies argue that the Commission should rgject requests seeking
to revist the finding that the proposad scope and configuration of Allianceis conggtent with Order No.
2000. They maintain thet the various petitioners are wrong in their assartion thet the Commission rdlied
upon the IRCA as support for itsfinding of adequate scope and configuration. Rether, they argue, the
Commisson found in the Alliance 111 Order that the scope and configuration of the Alliance RTO were
conggtent with Order No. 2000, and made no mention of the IRCA. In addition, they contend thet
dlegationstha the IRCA is not being gppropriatdy implemented are erroneous, and, in any event, the
Settlement with the Midwest |SO contains provisonsfor partiesto file unilaterd proposds with the
Commission should they be disstisfied with the timeliness or the gppropriateness of aprocedure o
protocol developed by the parties Findly, Alliance Companies dete thet the Commisson should rgject
petitioners requests for further mediation between the Alliance Companies and the Midwes 1SO as
outside the scope of the proceeding.

Commisson Deermingion

We agree with the petitioners and we grant rehearing of our prior finding thet Alliance RTO hes
adequate scope. At the outset, we emphasize that a common themein dl of the Alliance proceedings
to date has been the perogption among arange of entitiesthet asngle RTO is nesded in the Midwest.
Until now, the Commission bdieved that, with full and fair gekeholder input, coupled with the
Sattlement and corresponding IRCA, the two proposed RTOs could seamlesdy coexid.

Unfortunatdly, asthe Sate commissons point out, it has become gpparent that despite the work doneto
date toward this end, a seamless Midwest market remains an unfulfilled promise

Our ealier finding regarding the adeguacy of the scope of the Alliance RTO rdlied, in part, on
implementation of the IRCA, which was intended to provide the bagsfor aseamless market in the
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territories sarved by the Midwest 1SO and the Alliance RTO. However, snce the Commisson issued
its order gpproving the Sattlement and its July 12 Order gpproving Alliance RTO's scope, the
confidence of the Commission and partidpating Sate commissonsin the IRCA's daility to resdlve
seamsissues has eroded. Specificdly, as discussad beow, the Midwest 1SO and Alliance Companies
filed gatus reports which indicate that the IRCA implementation has not progressad as expected.

The gatus reportsindicate that certain provisons of the IRCA have not been fully stidfied.
More importantly, regarding those provisons that have been addressed, Sgnificant seams issues il
exist?’ For example, the Settlement requires the parties to support the development of a tandardized
process to determine available transmission cgpability (ATC) within the region. However, the Midwest
SO and Alliance Companies each date thet they will caculale ATC and Totd Transmisson Capability
(TTC) udng Imilar, but not identicd, methods. Failure to useidentica methods cregtes a seam that
inhibits efficient market operations?® The Setflement o requires that the Midwest 1SO and Alliance
Companies fadilitate one-stop shopping for tranamisson service. Detailed operating protocols and
procedures necessary to accomplish this one-stop shopping have not yet been deve oped and agreed
upon, however. In addition, the Sattlement requires that the proposed RTOs cooperate in deve oping
their imbalance markets to ensure compatibility for multi-RTO transactions The Midwest |ISO and the
Alliance RTO have only deveoped compatible, and nat common, energy imbdance markets.
Moreover, the gatus reports indicate that both the Midwest SO and the Alliance RTO will have
Separate security coordinators. This presents the potentid for digputes over security matters on the
repective grids - digputes which would not exist if the two sysemsinvolved operated under the
authority of asingle security coordinator.

We have dso taken additiond comments from the various date commissonsin the Midwed,
and they overwhdmingly prefer asngle Midwes RTO with Midwest 1SO asthe surviving RTO.

Anather change afecting our ruling is Internationd Trangmisson's dection to withdraw from the
Alliance RTO, thereby shrinking the Alliance RTO and concomitantly diminishing its scope.

Asareault, we can no longer condude that the proposed Alliance RTO has sufficient scope
conggent with the factors identified in Order No. 2000; induding, among other things ATC

2'\We note that thisisa common themein many of the Sate commissions responses. See, eq.,
Joint Commissonsat 3: ("Asfor IRCA implementation, the Joint Midwest State Commissions hed
hoped thet commitments to devel op ‘competible gpproaches to congestion management, transmission
planning, calculaion of available transmisson capadity, etc., would leed to common solutions. Ingteed,
little progress has been mede. . .").

28The Midwest SO noted this point when it acknowledged that while Smilar methods are
somewhat of an improvement, "[t]he Stuation is nat the same as if one and the same system weere being
implemented by each of thexe entities” Midwest ISO Status Report & 26.
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Oeterminations and improved operaions (induding one-stop shopping) aswdl as dimingion of the
seams effects between neighboring RTOs?® As explained in Order No. 2000, aproposed RTO, even
though it could not meet Order No. 2000's four characteristics, and, in particular, scope, onitsown,
"may be adle to achieve sufficient 'effective scope by coordination and agreements with neighboring
entities, or by partidpating in agroup of RTOswith ether hierarchical control or asysem of very dose
coordination.”®® Our earlier orders expected the IRCA discussions to provide the necessary
coordingtion and agreement, but this expectation has yet to maeridize into aconcrete plan. For
example, the Alliance RTO and the Midwest 1SO will; use different methodsto caculae ATC and
TTC,; do not yet have the detailed operating protocols and procedures needed to accomplish one-stop
shopping; do not operate under the authority of a sngle security coordinetor; and will not have a
common energy imbalance market. 1n sum, the Alliance RTO has not achieved the necessry dose
coordination that was cdled for to achieve Order No. 2000's characteridtics, and in particular, scope,
thet it could not achieve onitsown.

Whileamore effective IRCA could have provided that necessary close coordination, and S0
have "adequatdy diminated” the effects of seams between the proposad Alliance RTO and the
Midwest 1ISO,3! the IRCA as currently drafted does not. While wefind in another order considered
contemporaneoudy with this order thet the Midwest 1SO asit has developed (with the addition of the
Southwest Power Podl, for example) now has sufficient scope, the Alliance RTO has yet to achieve
sufficient scopefor it to stify the Order No. 2000 requirement.

2. Other Rehearing Isues

Wewill digmiss the requests for renearing on the other issues raised by petitioners (i.e,
independence, planning protocal, congestion management, Sakeholder process, and other procedura
issues) basad on our finding below that the public interest would best be served if Alliance wereto join
the Midwest 1S0.3

290rder No. 2000 at 31,082-83; seed0, eq., id. a 31,083-84 (discussing other factors);
31,090-91 (the RTO must be the security coordinator for the region).

301d, at 31,083.
34,

32\We dso note that, asaresult of our action here, other dockets involving various agpects of
Alliance Companies RTO filing are terminated as aresult of our finding thet the public interest would
(continued...)
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3. A SngeMidwes RTO

Asdiscussad above, Alliance RTO has been unable to meat the conditions necessary to giveit
auffident scope. Thus, we cannot goprove Alliance RTO asan RTO becauseit fallsto meet the
characteridtics specified in Order No. 2000.

In addition, the views of many of the Sate commissons have persuaded usthat dlowing two
RTOsin the Midwes would be a second-best solution that would not serve the best interests of
cugtomers throughout the Midwes. Combining the two entities should not only drameticaly reduce
codts (asthere will now be one rather than two separate entities) but will achievethe god of aseamless
mearket in the Midwest. We condude that the public interest would best be served if Alliance wereto
jointhe Midwest ISO. Of the two proposed RTOs, Alliance RTO and Midwest 1SO, we bdieve that
the Midwes 10, because it isfurther dong in its deve opment and more fully complieswith Order No.
2000, represents the foundation upon which asingle Midwest RTO should be built. While we cannot
goprove Alliance RTO asagand-done RTO, we are confident that it can be a successtul transco
under the Midwest ISO's Appendix |. Therefore, we direct Alliance Companies to explore how their
busness plan (induding Nationd Grid) can be accommodated within the Midwest ISO, eg., via
Appendix |;33 in doing 0, we are mindful of the benefits thet for-profit transcos can provide3* We
note that numerous Alliance Companies > as aresuilt of merger conditions or commitments medein
merger proceedings, are required to join an RTO. We redlize that some companies were dready

32(_..continued)
best be srved if Alliance wereto join the Midwest 1SO. The following dockets are now termineted:
Docket Nos. RT01-88-003, 004 and 006 through RT01-88-011; Docket Nos. ER99-3144-008
through ER99-3144-014; Docket Nos. EC99-80-006 through EC99-80-014; Docket Nos. RTO1-
37-000, -001; Docket Nos. RT01-84-000, -001; Docket Nos. RT01-26-000, -001; Docket Nos.
ER01-123-000 through ER01-123-004; Docket No. ER01-2995-000; Docket No. ER01-2993-000;
Docket No. ER01-2999-000; Docket No. ER01-2997-000; and Docket No. ER01-2992-000.

33 Appendix | cregtes aframework for membership and operation of independent transmission
companies within the Midwest 1SO.  See Commonwesdlth Edison Company, et d., 90 FERC 161,192
(2000).

34Order No. 2000 at 31,037.

% These companies are American Electric Power Services Company, Exdon Corporation,
HratEnergy Corporaion, lllinois Power Company and Virginia Electric and Power Company. See
American Electric Power Company, et d., 90 FERC 161,242 (2000); Commonwedth Edison
Company, et d., 91 FERC 161,036 (2000); Ohio Edison Company, et d., 94 FERC 61,291
(2001); llinova Corporetion, et d., 89 FERC 161,163 (1999); Dominion Resources, Inc., et d., 89
FERC 161,162 (1999).
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members of Alliance or Midwest |SO prior to the merger and thet additiond companies, asaresult of
the lllinois Power Sattlement, moved from Midwest SO into the proposed Alliance RTO. By joining
the Midwest 190, these companies can stisfy their merger commitments®® Findlly, we are mindful of
the Significant time and expense incurred by Alliance Companies to date® and we will consider
proposals for recovery of dl prudently incurred costs*®

Conggent with this determination, Alliance Companies are directed to file a statement of their
plansto join an RTO, induding the timeframe, within 60 days of the dete of thisorder. We expect thet
ggnificant progresswill be made during this period.

The Commisson orders

(A) Thereguestsfor rehearings are hereby dismissad, as discussed in the body of this order.

(B) Alliance Companies are hereby directed to file astatement of their plansto join an RTO,
induding the timeframe, within 60 days of the date of this order.

(C) Thefollowing dockets are hereby terminated: Docket Nos. RT01-83-003, 004 and 006
through RT01-88-011; Docket Nos. ER99-3144-008 through ER99-3144-014; Docket Nos. EC99-
80-006 through EC99-80-014; Docket Nos. RT01-37-000,-001; Docket Nos. RT01-84-000, -001;
Docket Nos. RT01-26-000, -001; Docket Nos. ER01-123-000 through ER01-123-004; Docket No.
ER01-2995-000; Docket No. ER01-2993-000; Docket No. ER01-2999-000; Docket No. ERO1-
2997-000; and Docket No. ER01-2992-000.

By the Commisson. Commissoner Breathitt dissented with a
Sseparate Satement atached.
(SEAL)

3\We note that we retain authority under Section 203(b) of the FPA to address concerns and
issue supplementd orders as gppropriae regarding commitments made in the merger proceedings.

37See Comments of Alliance Companies, induding supporting affidavits, filed on December 7,
2001, and revised on December 11, 2001, in Docket Nos. RM01-12-000 and RT01-88-000.

3BWe recognize that the Midwest 1SO may not betheidedl RTO for dl of the Alliance
Companies. (For example, Virginia Power may prefer to join another RTO.) If S0, those companies
should explore memberdhip in another RTO.
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Linwood A. Watson, .J.,
Acting Secretay.
UNITED STATES OF AMERICA
FEDERAL ENERGY REGULATORY COMMISSON

Alliance Companies, et dl. Docket Nos. RT01-88-000, 001, 002, 003, 004 006,
007, 008, 009, 010, 011, ER99-3144-000, 001, 002,
003, 004, 005, 006, 007, 008, 009, 010, 011, 012,
014, EC99-80-000, 001, 002, 003, 004, 005, 006,
007, 008, 009, 010, 011, 012, 014, RT01-37-000,
001, RT01-84-000, 001, RT01-26-000, 001, ERO1-
123-000, 001, 002, 003, 004, ER01-2995-000,
ER01-2993-000, ER01-2997-000, and ER01-2992-
000

(Issued December 20, 2001)
Bregthitt, Commissoner, dissenting:

Since the Alliance Company's gpplication was submitted to the Commission two and a half
years ago, | have supported Alliances business modd through afirmative votes in the five orders
applying the Order No. 2000 criteriato the Alliance proposa. Based on the Commission's guidance
and encouragement, the Alliance member companies have expended Sgnificant energy, timeand
expense in developing and implementing their proposa. The Commission aso has expended
condderable resourcesin processing the Alliance's goplication.

Today's order aoruptly changes the landscgpe in the Midwest by conduding thet Alliance lacks
suffident scopeto exis asagand-done RTO, and by directing the Alliance Companies to explore how
their busness plan can be accommodated within the Midwest RTO. | bdieve tha Alliance hasworked
in good faith to sty the characteridics and functions established in Order No. 2000. Alliancetdlsus
it could be operationd in the firgt quarter of 2002 pending the necessary FERC gpprovas. By itsown
egimation, Alliance has expended goproximatdy $75 million in sart-up codts - exduding legd and
regulatory expenses. At theissuance of this order, these dollars will become stranded codts - to be
borne, & leadt in part, by ratepayersin the Midwest. For the Commisson now to find that Alliance
does not satidy the requirements of Order No. 2000 is an action of mgor consaquence, and itisone
that | am not reedy to teke.

The rehearing order rdies heavily on the comments of sate commissions which generdly favor
one RTO for the Midwest. That view isnot unanimous, however. | would liketo highlight the
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comments of the Public Utilities Commisson of Ohio, which has offered condructive idess for the
Inter-RTO Cooperation Agreement (IRCA), reached in Docket No. ER01-123-000, to provide for a
meaningful platform upon which different RTO business modds could operate ssamledy inthe
Midwes. In addition, Commissioners Kretschmer and Hurley of the lllinois Commerce Commisson
assat thet the Midwest is capable of supporting multiple RTOs provided thet there are seams
agreements in place to ensure the smooth operation of the market. | fully supported the IRCA, and
would have continued working with the parties, usng the IRCA as abads on which to dlow the MISO
and Alliance to function as one market. The comments of the Ohio and Illinois commissoners and
recent pleadings submitted by the Alliance Companies propose severd avenuesin thisregard thet |
bdieve merit the Commisson's congderation.

Commissoners Kretchmer and Hurley dso observe that FERC dlowed Illinais three largest
utilities to exit the Midwest 1SO -- & the cost of $60 million - to join the Alliance RTO. They point
out that to force fit one RTO on the Midwest could cause many months of ddays and cost millions of
dollarsmore. | share these concarns, and agreethat it is counterproductiveto requireasngle RTO In
the Midwest after both MISO and the Alliance have dready invested so many resources to develop
their operations based upon the preferences of their member companies

In concdluson, | cannot participate in this sudden departure from the road map | beieve we
drew in our prior Alliance orders. Inmy view, the Commisson has not done dl it should to dlow
Allianceto develop as an RTO that could co-exist with the Midwest ISO. For thisreason, |
respectfully dissent. For now, | will take comfort in the assurance thet gppearsin thisorder and inthe
companion orders thet the Commisson's actions today "should not be condtrued to prgjudge other
types of RTOsin other parts of the country, induding a sructure in which afor-profit trangmisson
company could be an umbrdlaRTO."

LindaK. Bresthitt
Commissoner



